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CHANGING CHARACTERISTICS OF
DIRECT PLACEMENTS
This appendix is devoted to tabular description of the behavior, of
the various significant variables. The data are presented separately
for industrials and utilities.
Means and Standard Deviations: Industrials
Table •B-6 describes the behavior of the logs of the geometric
means of.X2, X3, X4, X8, X12, X13, and X15, i.e., of all the significant
variables for which logarithms were used. Table B-8 gives the
arithmetic means for all ten significant variables, including X5
(type of security), X6 (industrial class), and X7 (years non-
refundable). Table B-7 gives the standard deviations of the logs
of the geometric means and Table B-9, the standard deviations
of the arithmetic means. Tables B-i and B-2 are summary tables
which compare the behavior of the means of the significant
variables, for industrials, as between the first half (1951—55) and
the second half (1956—6 1) of the period.
These tables tell a very simple story: the size variables, X2,
X8, and X12, all showed substantial increases between 195 1—55
and 1956—61. The geometric mean of X2, for example, rose from
$12.8 million on the average in the earlier period to $24.9 million
in the later period. The geometric mean of X12 (EBIT) rose from
$1.8 million in the earlier period to $2.9 million in the later period.
On the other hand, X4 (which is usually considered to be the
most important "quality" variable) declined steadily during the
period. The geometric mean of X4 during the years 1951—55 wasAppendix B 145
TABLEB-i
Industrials: Average Values for 1951-55 Compared
with Average Values for 1956—61, Geometric




Variable Units (1) (2) (3)
X2 Milliondollars 12.8 24.9 194.5
X3 Years 9.3 105.4
X4 Times 11.8 8.3 70.3
X8 Milliondollars 2.0 2.6 130.0
X12Years 1.8 2.9 161.1







11.8, whereas in 1956—61, it was 8.3 (Table B-i). The variable
X7, years nonrefundable, rose sharply from an average of 4.9 years
in 1951—55 to an average of 7.5 years in 1956—61 (Table B-2).1
For the most part the other variables, with the exception of
X8 (which rose slightly), showed no material change in one
direction or the other. The combination of the increase in EBIT
(earnings before interest and taxes) and the decline in times charges
earned (which is simply EBIT divided by total pro-forma interest)
can be explained by three factors. The first is the sharp rise in
interest rates which took place during the period. On the average,
for example, rates on industrial direct placements rose from a low
of about 3.65 in the first quarter of 1951 to a peak of about 6.00
in the fourth quarter of 1960.
The second is the sharp increase in total capitalization, and the
third, the slight increase in the ratio of debt to total capitalization.
In brief, EBIT rose by 60 per cent but interest rates rose by
These figures are simple means, i.e., they are not weighted by dollar amount.146 AppendixB
TABLE B-2
Industrials: Average Values for 1951—55 Compared
with Average Values for 1956—61, Arithmetic




Variable Units (1) (2) (3)
X2 Milliondollars 59.2 140.2 236.8
X3 Years 10.5 10.4 99.0
X4 Times 15.6 11.6 74.4
X5 a 1.6 1.6 100.0
x6 b 0.61 0.63 103.3
X7 Years 4.9 7.5 153.1
X8 Milliondollars 5.9 7.3 123.7
X12 Milliondollars 10.2 19.6 192.2







aSee note a, Table 29.
bSee note b, Table 29.
about 65 per cent and total debt by something more than 90 per
cent, i.e., by about the same percentage as total capitalization.
Hence, times-charges-earned ratios came down sharply.2
CYCLICAL CONFORMITY
No attempt has been made to analyze systematically the cyclical
behavior of the foregoing series. On the basis of the raw data,
four variables show clear signs of cyclical behavior: X2, X7, X8,
and X12. Of these four variables, the behavior of Xr (years non-
2Timescharges earned equals EBIT/rD, where r equals average interest rates
and D, total debt outstanding. The numerator of the fraction doubled during the
period but the denominator quadrupled.Appendix B 147
refundable) is perhaps the most interesting. In the early part of
the period, when rates were relatively low, the series appears to be
conforming negatively. But beginning in 1955, when rates began
to rise sharply,itspositive conformity isalmost perfect. The
positive conformity in the latter part of the period is what one
would expect: when rates are high, lenders are eager to forestall
call ar prevent it altogether. The apparent negative conformity in
the earlier years may merely be random fluctuation around a mean
of four or five years. In any event, there can be no doubt that
the mean value around which the series is fluctuating in 195 1—55
is significantly less than the mean value around which it is fluctuating
in 1956—61.
Means and Standard Deviations: Public Utilities
On the whole, public utilities show much the same behavior as
industrials. The size variables showed an increase, X4, a decrease,
TABLE B-3
Public Utilities: Average Values for 1951—55 Compared











X2 Milliondollars . 11.4 16.1 141.2
X3 Years . 19.8 18.8 94.9
X4 Times 3.1 2.9 93.5
X8 Milliondollars 1.1 -1.9 172.7
X12Years • 0.7 2.1 300.0










Public Utilities: Average Values for 1951 —55 Compared
with Average Values for 1956—61, •4rithrnetic




Variable Units (1) (2) (3)
X2 Milliondollars 44.6 77.8 174.4
X3 Years 21.2 19.9 93.9
X4 Times 3.6 3.3 91.7
X5 a 0.3 0.4 133.3
x6 b 1.47 1.52 103.4
X7 Years 1.4 5.2 371.4
X8 Milliondollars 4.9 5.7 116.3
X12Milliondollars 2.8 5.1 182.1







aSee note a, Table 29.
bSee note b, Table 29.
and the other variables remained much the same. The changes
from the early part to the latter part of the period for utilities are
summarized in Tables B-3 and B-4. The variables X2, X8, and X12
rose sharply (Table B-3) as did X7 and X5 (Table B-4); X4 de-
clined as did X3. The other variables remained virtually unchanged.
CYCLICAL CONFORMITY
Again, on the basis of the raw data above, X2, Xs, and X12
(all size variables) show clear signs of cyclical behavior, as does
X7 and perhaps also X4 and X5. Cyclical behavior on the part of
X5 would mean that in periods of prosperity mOre utility place-Appendix B 149
TABLEB-5
Finance Companies: Average Values for 1951—54 compared
with Average Values for 1955—57 and 1958—61,




(1.) (2) (3) (4)
X3Years 9.2 9.2 9.7
X4Times 2.4 1.8 1.6 66.7
x5a 2.8
X8Million dollars 3.5 2.9 2.5 71.4
X12Million dollars 2.9 2.6 2.3 79.3
X13Years 12.4 13.1 14.2 114.5
X24Dollars of net worth per
dollar of senior long-
term debt .82 .69 .59 72.0
aSee note a, Table 29.
ments tend to be in the form of debentures, whereas in periods of
recession, more tend to be in the form of mortgage bonds.
Principal Variables of Finance Companies
Table B-5 describes the behavior of the principal finance company
variables. Average size of issue, earnings, and interest coverage all
declined during the period, as did equity-debt ratios. Average term
and maturity rose.3
Satisfactory quarterly series for finance companies could not be obtained
because of the small number of observations.150 AppendixB
TABLE B-6
industrials: Natural Logs of Geometric Means of Seven
Significant Variables, Quarterly, 1951—61
Year
and

























































Industrials:Standard Deviations of Natural Logs of Geometric
Meansof SevenSignificant Variables, Quarterly, 1951—61
Year
and '






























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Public Utilities: Natural Logs of Geometric Means of
Seven Significant Variables, Quarterly, 1951 —61
Year
and

























































Public Utilities: Standard Deviations of Natural Logs of Geometric




Quarter X2 X3 X4 X8 X12 x13 x14
1 1.26350.55170.44121.09801.39730.36250.4422
21.55530.49470.46661.36911.59420.49550.3177
31.73520.31790.53451.43821.88610.18370.2149
4 1.56080.33050.40981.41491.62480.25990.1135
1952 .
1
2
3
4
0.9377
1.5329
1.6321
1.8579
0.35690.3656
0.39340.3941
0.43940.4455
0.45130.7497
1.0360
1.4589
1.1972
1.6396
1.0953
1.5288
1.5319
1.8907
0.2334
0.2084
0.3174
0.3233
0.1143
0.1532
0.2937
0.4420
.1953
1
2
3
4
1.9685
1.2199
1.4835
1.2802
0.48440.4321
0.23920.5604
0.33050.4758
0.26250.6764
1.8311
1.5062
1.4852
1.1377
1.5959
1.5523
1.5867
0.4402
0.0961
0.2152
0.1876
0.2033
0.1597
0.2480
0.1779
1954
1
2
3
4
.1.5212
1.1311
.2.1256
1.3350
0.31260.3862
0.36550.4797
0.34620.4960
0.59420.5294
1.3850
1.0061
1.6005
1.3925
1.6334
1.2895
2.3160
1.6076
0.1487
0.2098
0.2375
0.4912
0.1749
0.1840
0.1038
0.1626
1955
1
2
3
4
2.1969
1.5877
1.7896
1.1717
0.36180.5839
0.28720.5917
0.30560.4424
0.43350.5693
1.7760
1.1836
1.6878
0.7729
2.3080
1.6882
1.9508
1.4409
0.2109
0.1961
0.1612
0.3673
0.2899
0.2398
0.2275
0.1633
1956
I
2
3
4
1.5746
1.8675
1.0257
1.6362
0.35200.4768
0.24360.5340
0.26690.5971
0.40130.5550
1.5639
1.4388
0.9580
1.3505
1.6019
1.9111
1.2636
1.7627
0.1523
0.1752
0.1036
0.3127
0.2348
0.1623
0.1641
0.2678
1957
1 1.52770.42060.69461.36021.77310.26610.2044
2
3
1.3771
1.8066
0.22610.6047
0.39760.5490
1.0526
1.76 12
1.5240
1.8552
0.1284
0.2499
0.2107
0.1665
4 1.45250.29300.34151.22641.46350.19760.1199
1958 .
I
2
3
1.3346
L9782
1.4750
0.28310.5582
0.33850.5413
0.35680.6225
1.2956
1.7804
1.3680
1.4626
.1.8359
1.5438
0.1355
0.2088
0.1652
.0.1789
0.1982
0.2972
4
1959
1.6048
.
0.28240.4414.1.35471.76300.19230.1800
1 1.19220.29630.36791.11521.17780.2315.0.2402
.
2
3
1960
2.3269
1.5068
1.5999
0.37080.4398
0.31100.6188
0.28250.5743
1.9402
1.6461
1.1211
2.2348
1.7233
1.7687
0.2867
0.2527
0.0867
0.1421
0.1628
0.1231
.
1
2
3
4
.1.6427
1.3857
2.0896
1.3980
0.32850.3671
0.29160.7153
0.29850.4181
0.37080.7816
1.3.262
1.2354
1.8899
1.0716
1.5540
.1.4844
2.2711
1.7913
0.1860
0.1892
0.1570
0.1348
0.1599
0.2276
0.1685
0.2272
1961 .
.
1
2
3
4
1.4295
1.7700
2.0464
1.3812
0.42630.3651
0.40120.4664
0.27250.3973
0.4351. 0.4463
1.1964
1.1921
1.8341
1.2125
1.4738
1.7949
2.0830
1.5721
0.2915
0.2665
0.1501
0.4048
0.1731
0.1587
0.1180
0.1928-
a
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